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Office of Thrift Su lpervision 
Deparrmenc of the Treasury 

IXWG Yrrerr. N.W.. Wnrhmpxon. DC. 20552 l (202) 906.6590 

November 9, 1992 

TO: CHIEF EXECUTIVE OFFICER 

Under the Financial Institutions Reform, Recovery, and 
Enforcement Act of 1989 (FIRREA), all savings associations 
holding investments in and extensions of credit to subsidiaries 
engaged in activities not permissible for a national bank must 
deduct those investments and extensions made on or before 
April 12, 1989, according to a phase-in schedule prescribed in 
the statute. Legislation recently signed by the President 
modified that provision to give the Director of OTS the authority 
to extend the phase-in schedule for certain qualified 
institutions on a case-by-case basis. The legislation provides 
this authority, however, only with respect to subsidiaries that 
are II. . . subject to this [deduction provision] solely by reason 
of the real estate investments and other real estate activities 
of the association's subsidiary . . . .I* 

On October 30, we issued an order that delays the increase in the 
deduction from 25% to 40% until January 1, 1993, to provide 
institutions and the OTS time to implement the approval process 
required by the statute. Copies of both the statutory provision 
and the order are attached. The purpose of this letter is to 
inform you of the process we will use to approve such extensions. 

If you wish to use the delayed deduction phase-in schedule, you 
should send a letter to your Regional Director requesting such 
treatment before December 1, 1992. The letter should contain the 
following information: 

0 

0 

0 

the names of each subsidiary for which you seek a deferred 
phase-in of the deduction and the amount of investment and 
extensions of credit involved (the legislation extends 
eligibility to amounts invested after April 12, 1989 to 
complete projects initiated prior to that date); 

a description of the activities conducted in each 
subsidiary: 

where a subsidiary contains both real estate and non-real 
estate activities, a plan to promptly either dispose of or 
segregate into a separate subsidiary, non-real estate 
activities; and, 
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0 a statement that the institution either is well or 
adequately capitalized as defined in the recently published 
Prompt Corrective Action Rules, or is in compliance with an 
approved capital restoration plan and is not critically 
undercapitalized, or has submitted a capital restoration 
plan to OTS that has not been denied. 

Regional Directors will grant or deny approval within 30 days for 
each association that has submitted a request that contains this 
information. Generally, we expect to approve institutions with a 
MACRO composite rating of 1 or 2. Approval for other 
institutions will be based upon the Regional Director's 
evaluation of their regulatory compliance and good faith 
implementation of prior SuperviSory direction and capital plan 
(if applicable). In rare circumetances, Regional Directors may 
grant temporary approval where an institution has submitted a 
capital plan to OTS and OTS has not acted on the plan, where the 
Regional Director believes that the plan or a modified Version of 
it has a high probabliity of being approved in the near future. 

ti onathan L. Fiechter 
Deputy Director for 
Washington Operations 

Attachments 

cc: Regional Directors 



Subtitle B-Bank Regulatory Clarification 
Pmviaions 

SEC 3SI. “MW&.E~NTLA TING TO EETl3lAiES OF REAL ESTATE SEZtLS. 

Sctwn Ad) of the Real fitate Settlement FVvcvdurrs Act of 
1974 (19 U.S.C. 26OUd)l ia amended by rmkuyl the last sentence and 
uuwting “Such bovblct rhoil be pmvidvd by delivering it or piacing 
It in the mail not later than d bur- &.w afler the iender rc- 
ceiva the application but no booklet nd br aided if the knder 
denia the application for edit bvfvm the l J of the &day perud. ‘: 
SEC wf AINUSTAAB~ RATE MOltloACE CAll 

Section ISOMdX2~ of the Competitive Quality Bankirq Act of 
1987 (12 USC ;1806(dX2)) k amended by rtnking “*any loon” and 
mserting “‘any cvn3umer loan’: 
SEC. 333. MODIFYIN SEtAR.4l-R CAtfTALUAVlON RULE !-OR SAVINGS AS. 

SOCIATfONS’ SUBSIDIARIES ENGACSD IN ACl!WlT&.S NOT 
t~lSSlBlS mR NATIONAL RANKS 

to) I.v Gemn.u-&ctivn %tXSXD) of the Home Gumen’ Laan 
Act (12 USC 146UtXSXD)) k amvndvd by nbrkmati 
as chrw (iA and by invuhng after clause Iii) the 

“(iii) Aosh~~cu DISE~VTION m PRESCRX U G-TSR 
pmammx.4ub~ut to clausa (id W, and hiA the 
Ljimctor mayr&ri@ by order, vith raped, to a par- 
turiar qua& ud savut#a auvcuttwn an applunbk per- 
ccntag3 grmtvr than that provided in eiauu (iti if the 
Dimztor determiru* in the Dhctor’r ml8 diaawtkw 
that the uu of the.greuter pwcentaga undu the cir- 
ClL#lWhW- 

YII wdd not constitute an wuafe or unwund 
pmctice 

WI) would not inc- the risk to the affcet- 
cd &pair innrmnu fu4 and 

‘0 wuid not k likely to result in the asa+ 
ciation i king in an unsafe or unwund condition 
“‘(iv) Sua.Tr.#WAL c0xPUANcE WITH APPROYZD 

cAPrxu PUN.-in the cam of a aavingr -iativn 
which k subject to a phn rubmittd under pomemph 
(7XD) of thk rubuctwn br an otder kmmd under this 
submctton a d&tive iaued or plan apprvvcd under 
subrstwn tsl. or a capital ratvmtivn pkn 
o&r issued under sectivn 98 or 99 of the Y Arnrn?z 

couxuT.-In prrrribing the amount by which an appli- 
cabk pemnta#e undvr claim (iii) may avid the ap- 
plkabk pemntagv under clause tii) wrth rspcet to a 



particuhr qualifud savings aamciation. the Director 
may take into account only th.e sum of- 

‘II, the aswciation’s investments in and er- 
tensions of cmiit to. the subsidiqv that were made 
on or &fore April 12. 1989: and 

“‘(II) the asavciatroni uweatmcnts in, and ex- 
tenriona of credit to. the subsidiay that wem made 
after Apn’i I.4 1989. and wem necesaov to com- 
pkte ptvjecta initiated befon April 12. 1933. 
‘*(vi) LIMrr.-The applicable percentage limtt al. 

lowed by the Director in an order under chacve (iii) 
shall not add. the following limits: 
‘TO? th w*rlry pwtd The limit iaz 

Aw to July 1. 1994 . . . . . .._............................................_ 
Ju1.v I. 1994 
July 1995 

,hnqh Juu Jo. 1993 . . . . . . . . . . . . . . . . . . . . . . . . . .._ 
75 pmnt 
so pmmn* 

1. 1-h JUN 9cZ 1996 . . . . . . . . . . . . . . . . . . . . . .._.. _ 
After Junr Jo. 1996 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..-..- “~~~: 

“(Vii) ~ICAL‘Y VNDERCAPlTAUZED lNS7,‘7V- 
ZION.-h the case of a savings amciation that be- 
comes critically undercapitalized be defined in se&on 
J8 of the Federal Lkpoeit Ineumnce Act) ae dctenmned 
under thti aub pamgraph without applying ckauae (iii). 
ciauaa (iii) through IV) shall be applied by subatrtuting 
‘Corpvration’ for ‘Director’ each piace such term ap. 
pcors. 

“*(viii) QVAU?IED SAVXNGS ASSOUT~ON DEFINW.- 
For purpova of clause (iii). the tam ‘quaiifud aavrngs 
oswciation’ mear~ an eligible SoviM anociation (08 
defined in pamgmph (SXB)) which is subject to this 

kly bemuve of the noi atate invatmenb 
atmte activitia of the -iatbn~ sub 

sidialy. ond- 
‘II) is adequately ca italked (aa defined in 

section 93 of the Fedcnal L% porrt I~umnce Act): or 
VI) is in complhnce,with an approved cap- 

ital,mtomtwn plan rneehx thr mqurnments of 
sectwn .?8 of the Federul post Insurance Act, 
and is not critically undercapitalized ias defined 
in such section). ‘! 

rb) TECHNNICAL AND C~NFQRMJ~VG AMENDMENZ-C~WW lix) of 
section %tXSXD) of the Home Ownen’ Loan Act 112 USC. 
146bW5XD)J tar so rcdaypcoted by subsection la1 of this sectianl IS 
amended by inserting “Or prescribed under cloure liii)” after “clause 
Iii)‘: 
SEC. M4. REAL ESTATE APPRAISAL AMENDMENZ 

Section 1112 of the Fitincial Znatitution Refon. Recoveq, and 
Enforcement Act of 1989 112 U.S.C. 88411 ir omendai- 

11) by strihing “Each Fedem1 financial inrtitutions” and 
iNutin# “la/ IN Gm,zx,u_-&ch &deml financial inrtltu- 

(21 by adding at the end the following new subaectiona: 
W ~~Rss~~LD LrvsL-Each Fedeml financial institutions 

rrgvhtoy qency and the Resolution 7Yust Gqomtion may estab- 
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(3) The association must be either (a) wall-capitalized or 
adequately capitaliaed aa defined in section 38 of the Fedora1 Deposit 
Insurance Act ("FDIA"), or (b) in compliance with, (i) an approved 
capital plan under IiOLA section S(t) or (ii) an approved capital 
restoration plan under section 39 of me FDIA, and not critically 
undercapitaliaed under section 39 of the IDIA. - 

(4) It must submit a letter application to ita Regional Office by 
Deeembor 1, 
determines 

1991 retting forth information necessary for the OTS to 

(a) that the particular savings association's uae of the higher 
_MX~ .uauld_n& mn&..ttuLe an unsafe and unsound practice, would 
not increaso the risk to the deposit insurance fund, and would not be 
likely to result in the savings association*8 being in an unsafe and 
unsound condition; 

(b) that the savings association meets the statutory.eligiblfty 
requirements for a "qualified savings association;" and 

(c) the amount of the savings association's investments in the 
subsidiary that may be taken into account under HOLA S S(t)(S)(D)(v). 

By the order of the Director of the Office of Thrift Supervision, 
l ffeetivo November 1, 1992. 

m* 
Jonathan L. Fiechter 
D Director for 

ashington Operations 

. 


